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Promises, Promises…The Contract with America.

President Trump made numerous promises to the American voter during his campaign — including an immediate repeal and replace of the Affordable 
Care Act, lower taxes, less regulation, and increased government spending on defense and infrastructure. In the first quarter, the economy’s underlying 
fundamentals continued to improve and the financial markets now wait in anticipation of fiscal stimulus and delivering on Trump’s contract with America.

The final revision of fourth quarter real GDP indicated economic growth at a 2.1% annual rate, closer to our 2.5% forecast. The upward movement was driven 
by revision of personal consumption up to 3.5% from 3.0%. As we have suggested previously, the consumer is financially healthy. Coupled with low interest 
rates, a robust labor market, and the promise of fiscal stimulus, we expect faster economic growth in 2017. Our forecast for real GDP in 2017 is 2.5%. The 
downside risk to our forecast is the timing of fiscal stimulus. If fiscal stimulus is delayed, GDP in 2017 may be lower than our forecast; however any delay 
may increase our 2018 forecast.

The labor market has been a focal point for the new administration and the economy. The unemployment rate stands at 4.5%, and we think that is close to 
full employment. We anticipate that this will lead to wage inflation. Average hourly earnings are up 2.7% year over year. Job growth continues to support 
our thesis that the underlying fundamentals of the economy are improving. In the first quarter, job growth averaged 177,000 — close to our 165,000 
monthly average for the year. 

The consumer and business owners present an upbeat assessment of the economy. The consumer confidence index hit its highest level in 16 years, driven 
by the present situation and expectations indices. Business owners remain optimistic regarding future business conditions. However, business spending is 
muted as we wait for hard evidence that President Trump’s contract with America is coming to fruition. Historically, this level suggests consumption growth 
around 6%. If personal consumption growth remains at the current 3.5%, it will support our GDP forecast of 2.5%.

Developments in the housing market remain positive. Housing prices are up 5.7% year over year while single family housing starts are up 3.0%, a nine-year 
high. Builder surveys spiked in the quarter.

Geopolitical tensions continue to keep markets at bay. At this time, our view is that the Syrian conflict is unlikely to escalate into a broader situation that 
would threaten financial markets.

We believe economic fundamentals will continue to improve and fiscal stimulus will boost the economy, at least in the next two years. The fundamentals — 
labor force growth and productivity — continue to suggest modest economic growth over the long term.

The table below summarizes our 2017 forecast:
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2017 Year-End Target

U.S. Real GDP Growth Rate 2.4% – 2.8%

Global Real GDP Growth Rate 3.1%

S&P 500 Price Target 2440

S&P 500 Operating EPS Growth 15.00%

Projected 10-Year Treasury Rate 3.00%
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Equity Markets

The S&P 500 began the year on a strong note, posting a 6.1% gain in Q1. Improving global fundamentals and the hope of fiscal stimulus drove stock prices 
higher. Many of the leading economic indicators have rebounded, which suggests global growth is accelerating. We believe this will translate into stronger 
corporate earnings growth in 2017, which is the key driver for stocks. 

We conclude that 80% of the rally can be attributed to the underlying improvement in the global economy and 20% tied to potentially business-friendly 
policies of the new administration. If President Trump delivers on meaningful corporate tax reform (cuts), this would lead to a significant improvement in 
corporate earnings and would cause us to rethink our 15% earnings growth forecast.

Clearly there has been a “Trump bump” in the markets following the election. The market is up 11.4% over the period from election day to the end of the  
first quarter. Historically, the stock market exhibits volatility the first few months of a new presidency. For example, when President Bush was elected in 
2000, the stock market was down 18.9% from election day to the end of the first quarter of 2001. Similarly, the stock market was down 19.6% over the  
same time period in 2008 and 2009 when President Obama was first elected as president. To be fair, both Bush and Obama were handed difficult 
economies when they were elected; the U.S. was in a recession. But the point remains historically significant that the stock market is volatile the first  
few months of a new president’s term. 

Over the past few years, the stock market seemingly liked slow economic growth, low interest rates and an incredibly accommodative Federal Reserve.  
The market’s mindset has now changed. For the market to continue to perform well, we need directionally higher interest rates and economic growth  
to come through at a faster pace. This is an important distinction between the current market environment and the one we’ve experienced since the  
great recession. 

Recent economic activity (March) appears to have slowed down and geopolitical tensions are elevated, which makes the market potentially vulnerable 
for a correction. Historically, annual peak-to-trough corrections have averaged 14% per year. However, we think any correction will be short lived as the 
fundamentals of the economy remain quite strong.

Our year-end 2017 price target for the S&P 500 is 2440, which is just over 3% higher than at the end of Q1, and would represent an 11% total price and 
dividend return for the year.

2
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Fixed Income Markets

Following the dramatic spike during Q4 2016, interest rates settled into a steady range throughout the first quarter of 2017. This occurred despite ongoing 
signs of increased economic activity and increasingly strong signals from the Federal Open Market Committee (FOMC) that they intend to continue 
normalizing rates for the foreseeable future. As the quarter unfolded, the markets began to discount an upward adjustment from the Fed at the March 
meeting — something that was not being discussed at the start of the year. Despite this surprising shift forward in Fed adjustments, interest rates barely 
moved over the quarter. In fact, the benchmark 10-year Treasury rate dropped slightly — flattening the yield curve. The bond market is signaling that  
the Fed’s projections for rate increases are not likely to come to fruition. Instead, the path upward will be lower and slower than what most forecasters  
are projecting.

We are concerned that the robust jobs market will continue to push wages higher, cultivating the seeds of inflation. If this occurs, the Fed may be forced 
move rates upward more rapidly than is currently being discounted in the markets — a situation that could lead to another rapid upward shift in rates,  
much like we saw late in 2016.

If wages and inflation stay in check, we continue to expect rates to drift slowly higher throughout 2017 as the economy experiences an ongoing period  
of improvement. Fed Funds are expected to reach 1.5% and the 10-year Treasury should rise to 3.0%. Consequently, total return expectations for the year 
are moderate; rising rates will keep returns in the 1-2% range. Improving economics should be supportive of corporate bonds and high yield, as long as  
the new fiscal plans continue to keep the economy on strong footing.
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Confidence

• Consumer confidence has increased sharply 

following the U.S. presidential election, reaching  

a 15-year high.

• The recent surge in confidence has been driving 

strong returns in the stock market and a robust 

labor market. Additionally, the prospect for 

increased discretionary income via lower individual 

tax rates has boosted confidence.

• The surge in consumer confidence supports  

our view that we will continue to see solid 

consumption growth. This supports our 2017  

GDP forecast of 2.5% growth.

4

• The NFIB Small Business Optimism Index has 

surged to a 12-year high as businesses contemplate 

potential policy shifts and anticipate a more 

business friendly environment.

• Recently, the top concerns of small business owners 

were taxes, government regulations and labor 

quality. Our view is both the tax and regulatory 

environment should improve going forward. 

• We expect investment spending to increase 

modestly in 2017 as we lapse easy comparisons. As 

corporate profit begins to improve, we could see a 

more meaningful pick-up in investment spending. 

• The soft data, survey-based, suggests economic 

activity in 2017 above potential growth, supporting 

our 2.5% forecast.

Consumer Confidence
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Mar 2017
98k Jobs

Labor Market/Housing

• The unemployment rate stands at 4.5%. In addition to 

solid job gains, the historically-low participation rate is 

contributing to low unemployment rates. 

• Job gains have averaged 182,000 per month over the 

trailing 12 months. Historically, job growth of this 

magnitude has indicated moderate GDP growth. 

• We expect payroll growth will average 165,000 jobs per 

month in 2017. While job growth has slowed, this is still a 

healthy level. Job gains since WWII have averaged 

approximately 120,000 per month.

• Our forecast indicates an unemployment rate of 4.6% by 

the end of 2017, driven by continued job gains and a 

slightly improving participation rate. 

• The healthy labor market and wage inflation will support 

consumer confidence and in turn, consumer spending. 

• The housing market continues to improve at a moderate 
pace. We believe the fundamentals of the housing market 
remain sound. We are watching mortgage rates closely. 

• Housing starts remain below normal levels of 
approximately 1.4 million per year. We estimate 1.25 million 
starts in 2017, up from around 1.15 million in 2016.

• Housing starts are being driven by an increase in 
household formations as a result of the strong labor 
market and increasing wages. 

• Home prices continue to increase at a moderate 5.7% 
pace, which supports consumer confidence and spending.

• We believe the state of the housing market continues to 
support a moderately growing economy. 
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Labor Markets
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Mar 2017
64.5

Mar 2017
57.2

Manufacturing/Non-Manufacturing

• The ISM Manufacturing Index rebounded  
strongly over the last few months after  
contracting in August. 

• The sharp rebound in the ISM Index reinforces  
our view that the economy remains on a solid 
foundation and will likely accelerate in 2017.

• Importantly, the forward-looking new orders 
component of the index reached 64.5, and remains 
near the highest levels in 2 years. 

• The improvement in oil and commodity prices 
should help trends in the manufacturing and 
industrial sectors of the economy.

• The current readings are consistent with GDP 
growth close to 2.5%.
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• The ISM Non-manufacturing Index remains at a 
healthy level over the key expansion/contraction 
level of 50, coming in at 55.2 in March.

• Given strong consumer confidence and a robust 
labor market, we expect continued strength in the 
service sector.

• As the service sector represents nearly 50% of 
economic activity in the U.S., we have a high 
degree of confidence in our 2017 GDP growth 
forecast of 2.5%. 

Services

In
de

x

65

60

55

50

45

40

35

ISM 
Non- 
Manufacturing
Index

Source: Thomson Reuters Datastream; UMB Investment Management

 2000 2002 2004 2006 2008 2010 2012 2014 2016

Expansion

Contraction

 



First Quarter, 2017

UMB Investment Management

Global
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China Economy

• Global growth is improving after years of stagnation; 
the pick-up in global growth is broad based. 

• Growth in China, the second largest economy in the 
world, has stabilized.

• Importantly, China’s transition to a service based 
economy continues to occur with services PMI 
remaining significantly above the critical 50 
threshold. 

• Despite this economic transition, manufacturing is 
still a meaningful influence in China’s economy. 
China’s manufacturing PMI has recently accelerated 
above the level 50 expansion/contraction threshold. 

• Geopolitical risks continue to mount as tensions 
between the U.S. and China are heightened.

China Manufacturing and Services 

Eurozone Economy

• Economic growth in the Eurozone is accelerating 
based on the manufacturing and services PMI data. 

• Improvement in the Eurozone’s growth rate is likely 
being overlooked due to upcoming critical elections 
in France and Germany. 

• Both China and Europe and key sources of global 
growth and earnings growth for large multinational 
companies. 

• Sustained synchronized global growth is a key 
upside risk to our forecast.

Eurozone Manufacturing and Services
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Promises, Promises...
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• We believe both individual and corporate tax 
reform will come to fruition and move tax rates 
lower as promised by the president. Historically, 
republican administrations cut taxes. 

• The U.S. has the highest national corporate tax rate 
in the world, which hinders our competitiveness. 

• The magnitude of the tax cuts and timing could 
disappoint some, given the difficulties the 
president has had with passing proposed 
legislation recently. 

• Tax reform could be a tailwind to economic growth 
and corporate earnings. 

Taxes
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• Excess government regulation tends to dampen 
economic growth. 

• Regulation is estimated to cost the economy 
somewhere between $250 billion and $1.7 trillion, 
annually. It costs the government $60 billion to 
administer Federal Regulatory Activity. (Chart)

• The Trump administration has promised to cut two 
existing regulations for every new one introduced. 

• We believe a reduced regulatory burden for 
companies has the potential to increase business 
formation, investment and hiring. 

Regulation

Effective Tax Rate for S&P 500 
Companies ~28%

Blue vertical bars represent Democrat administration
Red gray vertical bars represent Republican administration
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Promises, Promises...
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• President Trump promised a more aggressive 

military policy during his presidential campaign.  

He also promised that he would “destroy ISIS”  

and increase defense spending.

• We believe he will make good on his pledge to 

build up the military. 

• We expect U.S. defense spending to increase over 

the next several years after falling for several years 

due to the sequester. 

• However, due to the large U.S. debt and deficit 

numbers, the level of defense spending could be 

less robust than the last few cycles. 

Defense spending

Source: Bloomberg

 1963 1970 1977 1984 1991 1998 2005 2012 2019

25

20

15

10

5

0

-5

-10
Year over  
Year

• Entitlement spending is on an unsustainable 

course. 

• In fact, the growth in entitlements is the single 

greatest issue in the U.S. in terms of debt and 

deficits. 

• President Trump, during his presidential campaign, 

promised not to touch entitlements. 

• We hope this is one promise he breaks as we 

strongly believe entitlements need to be addressed 

sooner rather than later. 
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Stock Market
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Earnings

• Recent mediocre sales and earnings growth is 

about to change dramatically in 2017.

• A key driver of our earnings forecast is an 

improvement in sales growth, driven by improving 

global economic growth.

• Recent results have been aided by cost cutting and 

share buybacks, leading to decent earnings growth 

while reporting weak revenue growth.

• Importantly, tax reform is not currently imbedded 

in our earnings number, which could represent 

upside to our forecast.

S&P 500 Valuation
Valuation

• We believe the market is fairly valued.

• The S&P 500 trades at nearly 18x forward earnings, 

which is slightly higher than the long-term average. 

• Typically, a low interest rate and low inflation 

environment results in price to earnings (P/E) 

multiples of 17-20x. 

• We believe market returns will be driven by 

earnings growth in 2017. 

• We expect low double digit total returns this year.
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U.S. Equity Sector Performance
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• The S&P 500 rose 6.1% in Q1.

• The technology sector was the best performing 

sector in Q1, gaining 12.6%. 

• The technology advance was led by a 24.6% return 

in Apple — the largest company in the technology 

sector and the S&P 500 — in Q1.  

• Energy weakened in Q1 after a strong 2016 as 

investors questioned the recent OPEC deal to cut 

production. 

• Some of the “Trump trades” have begun to weaken 

as President Trump’s promises are being interpreted 

as less likely by the market.

S&P 500 Year-to-Date Return

Index/Sector

Total Return % as of 3/31/17

1 Month YTD 1 Year 3 Year 5 Year

S&P 500 0.12 6.07 17.16 10.35 13.28

Technology 2.55 12.57 24.91 16.80 14.62

Consumer Discretionary 2.05 8.45 13.17 12.62 16.24

Health Care -0.42 8.37 11.59 10.11 16.64

Utilities -0.19 6.39 7.06 11.30 12.09

Consumer Staples -0.30 6.36 6.16 11.29 12.89

Materials 0.48 5.86 19.22 5.56 9.45

Industrials -0.69 4.56 18.37 9.90 14.13

Real Estate -1.03 3.54 1.01 7.73 6.98

Financials -2.77 2.53 32.55 11.61 15.34

Telecommunication -1.15 -3.97 1.69 7.91 10.28

Energy -1.03 -6.68 14.26 -4.98 1.71

Source: Bloomberg

• The bullish sentiment seen following the election  

of President Trump in November has weakened  

recently, per the American Association of Individual 

Investors (AAII).

• Investors have been hoping for a more business  

friendly environment.

• Part of the reduction in bullish sentiment may be due to 

the appearance of the greater-than-anticipated challenge 

for the Trump administration to implement its agenda. 

• We continue to expect the administration to deliver on 

 its most important promises to the markets — corporate 

tax reform. We acknowledge the timing may slip into 

2018, however. 

Investor Sentiment
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Bond Market
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The U.S. Shifts to a New Regime

• Improving economics and the election surprise 

have moved the U.S. out of the era of QE.

• As the U.S. shifts from monetary easing (QE) into 

Fiscal stimulus, the expectation is for higher rates.

• The new outlook for U.S. rates has pushed relative 

yields (versus Germany/Europe) to the highest 

levels in several decades.

10-year Treasury Rates

Spread Compression Calls for Caution

• Credit spreads have continued to grind lower  

in tandem with steady improvements in  

economic data.

• Spread compression has occurred despite steady 

deterioration in overall balance sheet health.

• Leverage ratios have been increasing, accompanied 

by muted growth in earnings. 

• Caution is warranted in the Corporate Bond market.

High Yield Spreads

 

Source: Bloomberg 
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The FOMC — the door is now wide open for normalization of rates

• The FOMC’s traditional econometric model for 

interest rates, the Taylor Rule, currently indicates 

that Fed Funds could be in the 4.0% range, given 

the current basket of economic indicators.

• Strong economic data, combined with improving 

expectations from the new fiscal plans, will now 

make it easier for the Fed to pursue normalization.

• Wage pressure appears to be building, adding fuel 

to the move towards higher rates.

• The Real Fed Funds rate has been mired in deeply 

negative territory for nearly a decade.

• An improving economic picture makes it difficult 

to continue rationalizing such deeply negative  

real rates.

• The Fed will continue to signal a modest movement 

toward more neutral rates.
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Taylor Rule for Fed Funds Target
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U.S. Bond Market Performance — New trends taking hold

Performance

• The “Trump Bump”, which pushed rates up after 

the election, lost steam in the first quarter of 2017. 

Rates moved slightly lower during the quarter.

• Despite solid economic news and more hawkish 

talk from the FOMC, interest rates did not rise 

during the quarter

• With rates flat-to-lower, long bond indices posted 

the strongest performances for the period.

• The MBS sector continued to lag the broad 

markets, as the threat of rising rates caused 

extension of durations, leading to broad-based 

weakness throughout the sector. 

Outlook

• We expect rates to drift modestly higher as global

economic stability allows the Fed to continue

normalizing rates

• The period of exceptional returns from domestic

fixed income is likely behind us.

• We continue to expect the entire yield curve to

slowly move higher throughout 2017.

Performance

14

Source: Bloomberg

Index 3 Mo Tot Return 6 Mo Tot Return

Baa 1.71 -1.08

Tsy Long 1.4 -10.44

Corp Long 1.36 -3.73

U.S. Credit 1.3 -1.71

Credit Intermediate 1.14 -0.78

A 1.02 -2.2

Aa 0.96 -2.13

U.S. Gov/Credit 0.96 -2.46

U.S. Aggregate 0.82 -2.18

US Gov Cred Intermediate 0.78 -1.3

Agg Intermediate 0.68 -1.38

U.S. Treasury 0.67 -3.19

Aaa 0.6 -2.4

Tsy Intermediate 0.54 -1.72

Agency Intermediate 0.51 -0.6

MBS Fixed Rate 0.47 -1.52



First Quarter, 2017

UMB Investment Management

Real Gross Domestic Product (GDP)

US Contributions to GDP Growth

UMB GDP Forecast*% Contribution to GDP by Quarter

Component Sep-15 Dec-15 Mar-16 Jun-16 Sep-16 Dec-16

Consumption 1.8 1.5 1.1 2.9 2.0 2.4

Investment 0.4 -0.4 -0.6 -1.4 0.5 1.5

Net Exports -0.5 -0.4 0.0 0.2 0.9 -1.8

Government 0.3 0.2 0.3 -0.3 0.1 0.0

Total 2.0 0.9 0.8 1.4 3.5 2.1

Year Q1 Q2 Q3 Q4 Year

2014 -0.9  
(A)

4.6  
(A)

4.3  
(A)

2.1  
(A)

2.4  
(A)

2015 2.0 
(A)

2.6  
(A)

2.0  
(A)

0.9  
(A)

2.6  
(A)

2016 0.8  
(A)

1.4  
(A)

3.5  
(A)

2.1 
(A)

1.6  
(A)

2017 1.9 
(E)

2.8  
(E)

3.0  
(E)

3.0  
(E)

2.5  
(E)

(A) = Actual, (E) = Estimate
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Source: Thomson Reuters Datastream; UMB Investment Management

Source: UMB Investment Management
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DISCLOSURE AND IMPORTANT CONSIDERATIONS

UMB Investment Management is a division within UMB Bank, n.a. that manages active portfolios for employee benefit plans, 
endowments and foundations, fiduciary accounts and individuals. UMB Financial Services, Inc.* is a wholly owned subsidiary of UMB 
Financial Corporation and an affiliate of UMB Bank, n.a. UMB Bank, n.a., is a subsidiary of UMB Financial Corporation.

This report is provided for informational purposes only and contains no investment advice or recommendations to buy or sell any 
specific securities. Statements in this report are based on the opinions of UMB Investment Management and the information available  
at the time this report was published.

All opinions represent UMB Investment Management’s judgments as of the date of this report and are subject to change at any time 
without notice. You should not use this report as a substitute for your own judgment, and you should consult professional advisors 
before making any tax, legal, financial planning or investment decisions. This report contains no investment recommendations and you 
should not interpret the statements in this report as investment, tax, legal, or financial planning advice. UMB Investment Management 
obtained information used in this report from third-party sources it believes to be reliable, but this information is not necessarily 
comprehensive and UMB Investment Management does not guarantee that it is accurate.

All investments involve risk, including the possible loss of principal. Past performance is no guarantee of future results. Neither UMB 
Investment Management nor its affiliates, directors, officers, employees or agents accepts any liability for any loss or damage arising  
out of your use of all or any part of this report.

“UMB” – Reg. U.S. Pat. & Tm. Off. Copyright © 2017. UMB Financial Corporation.  All Rights Reserved.

* Securities offered through UMB Financial Services, Inc. Member FINRA, SIPC or the Investment Banking Division of UMB Bank, n.a.

Insurance products offered through UMB Insurance Inc.

You may not have an account with all of these entities. 

Contact your UMB representative if you have any questions.

SECURITIES AND INSURANCE PRODUCTS ARE:
NOT FDIC INSURED  •  NO BANK GUARANTEE  •  NOT A DEPOSIT  •  NOT INSURED BY ANY GOVERNMENT AGENCY  •  MAY LOSE VALUE




